SOME PROBLI

MS INVALVED IN ALLOCATING INCCLL

Robert R. Nathan

tS BY STATES



SOME PROBLEMS INVOLVED IN ALLOCATING INCOMES BY STATES

Robert H. Nathan

There is a widespreé.d and growing demand for income data for geo-
graphic divisions of the countrys The demand comes from a great variety
of business, research, and govermmental sources and generally it is not
very articulate as to precisely what information .iﬁs desired nor what
geographic vnit is to be used, This leaves the investigator in the podi-
tion of determining Jjust whaﬁ he can provide in response to what he
calculates are the needs. He will be in part guided by the nature of
existing source material. The concepts and scope of existing income es-
timates for the United States as a whole have become fairly well s tand-
ardized and the differences which continue ito versist are generally
reconcilable. Seemingly these same methods should lend themselves to the
determination of income for geographical divisions with no added. dlf-
ficultys. However, the very act of making geographic allocatiors and
emphasizing comparative magnitudes raises maﬁy new questions and enlarges
existing problems.

In this paper an attempt will be made to raise a number of guestims
concerning the use of States as geographic divisioné for the eﬁpportion—
ment of income, the various purposes for which State income estimates
ﬁight be prepared, the items to be considered for inclusion or exdlusion
for the different‘ purposes, problems of a conceptual nature, sources and
rmethodfs of estimation, and the gqualifications which must be considered

in interpreting the figures. Although it may not be the most logical

sequence, the article presents these ciuesfions in the order listed above.
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PURPOSES OF STATE INCOME ESTIMATES

There is a wide varieﬁy of usee for which estimates of income for the
various States may be preperedy It is important for the estimator to have 1in
mind the objectives of his study since the concept and scope of the estimates
will vary cohsiderably depending upon the particular uses to which the figures
are to be put.'iA_variety of income figures might be develeped for each State
and eech set of esﬁimates would be of value for limited purposes. In sug-
gesting different eetimetee fer varieus uses, problems of measurement are

'largely disregarded in this section but will be considered later in the Paper..

Market Analysis

From the point of view of fhe Gevernment and particularly such an agency
as the Department nf Cemmerce, it would appear that some State inceme esti-
mates should be designed to provide helpful information to business enter-
prises for the purpose of market analysés. There is a widespread demand from
advertising agencies and frem firms which distribute their commmdities
nationally for information which indigetes the magnitude of and changes in
the purchasing ablility of individuals in the various States and in smaller
geographic divisions., For this purpose, it seems that the estimates should
include all of the monetary receipts of individuals available for current ex-
penditures within the Stete. Even with such a seemingly simple concept it
shortly becomes apparent that the precise scepe of appropriate figures are
vefy difficult to define;

If inceme received were confined to compensation received for services
rendere@, serious limitations weuld attach to the estimates, primarily because
of transfers of income across State 1iﬁee. Thus, dividend recipients or wage
earners in one State make gifts to individuals in ether States. Remittances

by persons tn relatives or dependents in other States exercise a significent
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influence on the purchasing capacity of residents of certain areas, Thus, in
the District of Columbia there. are a great number of Government employees who
send part of their earnings to_theiridapeﬁdentsback in their hdme-Stétes. On
the othef hand, many hopefuls come to the District of Columbia in search of jobs
and require remittahces from the folks back home pending success in their quest
for afGovernment_ﬁosition,. Similar'fbrces are at work in other large cities.--
Remittances from parents to students'in qut—ofAstate schools and colleges in-
volve & father.suhstantial transfer of fﬁﬁds. Such transfers of income .may not
afféct the total socialuiﬁéome nor the total purchasing ability of all pérsons
in the United States but in addition to influencing the size distribution of
income, they may éxert an important influence on the total purchasing power of
individuals within iimited geo graphic areas, -

In considering interstate transiers of income as an influence on purchas-
ing power, ééme thought must be directed toward the treatment of the transfer
of assets as well. From the point of viéw of possessing a command over goods
and services, the récipient of funds or goo@s which were & part of the current
income of the'giver is in the same position as fhe recipient 0f funds of geods
which were part of the cash accumulation, receipts from the sale of aséets, or
goods of the giver;' Inheritances may have the same affect Qﬁ purchasing power
as gifts, Perhaps it will be necessary to classify interstate transfers of in-
come and wealth on'the basis of the probable uses to be made of the transfers .
by the recipients in order to determine whether or not to include tﬁe receipts
as contributions to purchgsing'power where received. Similarly the alter native

uses by the transferer of the income or wealth to be transferred must be con-

sidered in order to give proper attention to the matter of making necessary

deductions from aggregate purchasing power where the transfer originates. These
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considerations apply, at least in part, to intrastate as well as to inter-
state transfers,

The sale as well as transfer by gift or inheritance of assets across
State lines may be a fachr in detérmining income available‘for purrent pur-
chases of goods and services. Capital transactions-within a State would not
affect total purchasing power -since the receipts of the seller wﬁuld be off-
set by the absorption of the purchasing power of the buyer. However if a
residenﬁ-of one State sells his assets to & resident of another State, total
current purchasing power in the fgrmer State is expanded. Of course, all
assets possessing:marketabilitj'are in themselves purchasing‘poWer; having
command over other gnods and services. The owner of a house has as much
purchasing power as fhe oﬁe who has just sold his house and possesses cash,
provided neither or both have intentions of‘uéing the house or cash for
purchases of other goods and services. The net withdrawal or deposit of funds
in banks or other savings institutions by individuals might influence net
funds available for current purchases depending upon thé{use to be made of the
withdrawals or alternative use-of the deposits and upon the effect of‘these
deposits or withdrawaIS'upon bank investments, It is appafent that subjective
elements are imﬁortant in evaluating the effects of transfers of claims to
assets, The subject of "purchasing power! might well form the basis'for a
paper in itself and the discussion here - is designed to point out some of the
problems involved in the scope of income estimates for marketing analysis
rafha? than to discuss fully the matter of purchasing power. The matter of
asset transfers will be largely disregarded in this paper, which will deal
primarily with the current flow of income and, to & minor extent, with

transfers of income,

Some question might also be raised concerning the exclusion from income
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estimates for market analysis of portions of income which are contractually
_Obiigated for specific pﬁrpeses such as life insurance premiums or Christmas
savings accounts, Here again it eeems apparent that rigid standards of in-
clusion er exclusion weuld find little agreement among different‘ueers of the
figuree, In case of installment credit, some might euggest including the
credit as purchasing power when granted and then deducting'paymente from cur-
rent income of the debtor.

There are alse additional problems affectingthe'validity'ofqestimates
of income received in the various States as measures of purchasing power.
Individuals may recel ve their income in one State and make expendifures in
other States. Tﬁus, during the winter vacation season, the income of the
regular residents of Florida is substantially supplemen ted by the expendable
funds of tourists who received their income in other States."Tﬁe expendable
funds of the regular residents in the home Statee.of these vacationists is
correspondingly re&hced. To a less extent, geods purchased by direct mail
also invol?e_a movement of spendable inceme across State boundaries, Also many
market areas Cross State lines, as illustrated by the New Jersey and Connecticut
residents who do considerable of their shopping in New York City. Thus, the

eptimates of income received, which will generally be confined to receipts of

regidents in each State, are not precise measures of funds available for

purchases nor of actual purchases,

Also important in the matter of income in relation to purchaeing'power'ie
the element of income in kind, This factor is particularly significant in
agricultural States where a substantial proportion of the total income of the
farm population is received in kind, principally in the form of commodities
produced on the farm and consumed by the farm family. Such income is of and
in ltself a cemmand over these very gnods but it is not the kind of income to

which the business community looks for sales possibilities, Imputed income
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from owned durable consumer goods fe,lls inthis category. Of course, _imputed
iﬁcomeand income in kiﬁd increases the availability of the cash;ihcome of farm
families for the purchsse of goods other fhan those included in the income in
kind.,

The size distributien of inceme is a very important factor in determining
marketing 0pportﬁnities of different commodities and the nature of the income
concept adopted‘woul& have a yery important influence upon the size distribution
of that income among the resideﬁts of any particular State. Thus she inclusion
of gifts in the income nf the recipient and their exclusion'from.the‘income ¢f

the giver would change the pattern of the size distribution.

Bconomlic Velfare

A very important use of income estimates for geographic divisions relates
fo the development of measures of general social and economic welfare, The
figures desired forjthis particular purposelwould seem to be closely_related to
those developed for marketing uses, but, it would appear desirable to give more
attention to non-monetary income. The estimates should certainly include
imputed income frnm the ownership and use of consumer durable goods, especiallyl_

housing. No doubt the proportion of homes owned varies considerably from State
to State and the ihclpsion of imputed income from owned homes would yield dif-
ferent results from Stete'to State than would monetary income alone, Also
desirable, but probably less susceptible to measurement, would be incoms derived
from housewives services and fromsfunctions perio rmed by indi#i&uals for them-
selves or‘for other members of the household. Very likely the proportion of
laundering and similar services'performed within the home as compared with
commer cial enterprises varies considerably from one region to another, thereby
1limiting the comparability of estimates confined primarily to the production

of goods and services for sale in the market,
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‘Perhaps estimates offincome,conSumed are even more significant as measures
of economic welfare than are estimates of income received. Income consumed '
within a State should include thé value of grods and services consumed by in-
dividuals within that State,-prdbébly confining the scope te the consumption‘
by regular residents of the State so that the income and the ngmber of per sons
or consuming'units will be cOﬁparable.

If the estimates of income received were used as evidence of economic
welfare and were to serve as a basis for the allocation of public éssistance
grants by the Social Security Board or of jobs by the Wbrks'Erogress.Administra—
tion, it would seem desirable fo exclude Social Security benefits or work
relief earnings from the estimateé. Also it might be desirable to exclude
expenditures by'iﬁdivi&uais which*dq not necessarily relate to the value of .
benefits received, and substitute the value of the benefits received.‘ Federal .
taxes might thus be deducted from income received and, if pessible, estimates
of the value of Government services might be édded to the estimates of income
| received, Limitations attaching to the total and per capita dollar income

estimates as evidence of welfare will be discusséd later.

Taxation

Lt 1s necessary that the concept of income received conform to, or be
adjusted so as tc conform fo, the definitions of the existing or preposed tax
base if the income estimates are to be useddiréctly in QBtermining tax yields
or, more indirectly, to study the incidence and burden of taxation. Such
estimates, depending upon tax provisions, would 11kely exclude all relief and
charitable recel pts but would probably include inheritances and insurance
benefits, particularly the excess of insurance benefits received over premiums
paid to insuiance companies, Realized capital gains and losses should be in-

corporated in accordance with the provisions of the revenue laws of the State.


file:///znits

.”8“

It is apparent that such estimates would be useful only in each State
individuéily.if the income figures Were-confined té taxable items under exist-
ing laws and were shown separately for each type of taxable income. On the.
bther hand, if the estimates were designed to provide a basis for determining
potential incoéme tax receipts from State to State on the basis of uniform
-tax laws, the figures would be comprised of all the items which the tax est ima-
tor considered as proper items for tax purposes. The size distribution of
.income would be necessary for tax studies and here again the nature of the dis-
tribution would be influenced by the éoncapt of income adoPted. - Varying size

distributidns on the hasis of different inclusions would be most valuable in

studying tax proposals, particularly if the tax rates are to be graduated.

Productivity

There is considerable interest in information bearing upon the economic
pfoducti vity or output of one area as compared with another. Estimates of the
net value 6f‘productlof'each. S tate would provide a measure of the economic
impértance of the various States as contributors to the national income.
Classified by industrial source, these figures would measufe not only the
relative importance of differenﬁ industrie s in the economic life of each
State but would also permit an analysis ef economic fluctuations within the
State on thg'basis of its industrial structure.

Some insight into the economic interdependence of the various States
would result from studying measures of the net value of product in relation
to the interstate flow of geods and serviees. Also important is the com-
parison of the net value of product with measures of other inceme concepts.
Frequent expressiohs are heard to the effect that certain States, particularly
those 1n the South, "produce" a much greater supply of goods and services than

are-available for consumption by their residents, The validity of such comments
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can be tested only after the development and interpretation of appropria te
measures.: These will be discussed in gréater detail in the following sectlons.

Perhaps tdo much emphasis has been placed upon the different uses to which
income estimé.tes might ‘be put, but such a dis cussion permits & rather realistic
consideration of sorhe. of the more important items which might be included in
or excluded from .inc.ﬁme ostimates by the estima.tor.l It'demonstrates the problems
of concept and scope involved in the development of State income figures and
should serve to make bthe estimatcr "label his ingr‘edients“ and the reader "use
vﬁth care”. For each purpose thers may be one or more concep;cs of income and

for each concept there may be a variety of uses, but obviously there is no one .

concept sultable for all purposes.

CONCEPTS OF INCOME

For the country as a whole, the national income or inceme produced has
‘breen defined as "the net velue of all goods and servies produced in the United
States" or as "the gross walue of all goods and sefvices produced minus the
value of raw materials and capital equipment consumed in the processes of pro-
dﬁction”. Also, the national income has been defined "thé value of goods and
- services coasumed plus or minus the value of changes in the national wealth
resulting from current prod.uc-tion activities", both after adjustment fof the
international flow of goois and services. The concept of inceme produced,
which, for the purpcses of State estimates, might be ecalked "the net value of
product!, would appear to be a useful measure for subdivisions as well as for
the entire nation.

Indama paid out as used in the estimates of the Department of Commerce is
defined as "the compensation paid to individuals or aggregates of individuals
for services rendered" and includes salaries, wages, other labor income, interest,

d.ividends, net rents and royalties and entrepreneurial withdrawals. This measure
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is useful for determining the relative importance of 'the different factors
of production as evidenced by income paid for the services of each factor
by producing units. Income paid out differs from the national income by
positive or negative business savings, which will be positive when busi-
ness enterprises retain part of the net product and negative when business
enterprises disbui'se more than they produce, .

The Department of Commerce has developed a third series entitled
" incdme pasrmen‘bs to individuals’ which might better be termed "income
rec’iéi*ved by individﬁals"provided the figures weres more fully developed
than at present. They differ from income paid out in that certain items
which accrue to individuals but are not actuall-y received by individuals
are deducted and other itemé which are actually received by individuals
but which do not represent payments for servies currently rend.eredlare.
included. Thus, income paid out -inclﬁd.es the payroll taxes under the
Social Secu.rity Act, whereas income payments exclude these assessments
but idclude benefits received By individuals under the provision of the
Social Security Aét . A4lso, income payments Iinclude direct relief dis-
bursements, which ai'e not counted as part of income paid out.

.A.nother n come concept which, as previously stated, would appear to
be particularly useful*-iﬁ the development of State estimates might be

termed "income consumed" and would consist of the net value of product

derived from economic activity within the State less the value of the net

outflow of goods and services from the State and minus the value of net
increases in wéalth within the State (the latter two may be positive or

negative) .
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ALLOCATION OF NET VALUE OF PRODUCT

At this point consideration should be giveri .to‘ certain theorretical
as;pectg- gf ﬁihese conce.pté. Perhaps _thé most iniportant. relates to the
question of allocating,geogra'.phically the nei;" value of product. Ques-
tions of rﬁeasu.rement will be taken up later. Before such matters are
given rconsideration, it is necessary to establiéh certain criteria for
the allocation of income by geographic areas.

In ge_neral, ‘the basic income"measur_es divide themselves into two
broad'cé-.tegories, one being concéerned with income as received by in-
dividuéls and thé other with the net value of product of economic activity.
The significance bf differént measuré_s of income received, varying in
the items_r%;o be included, bas been discusses in'somé detail earlier in
this pé.pér, and aside from the matter of scope, tiese figures appear to
invo'lve no gr@at conceptual problems, The geographic allocation of in-
come produced or the net value of product does, 'however. raise serious
problems of a fundamental nature.

The naﬁional income arises out of the efforts of individuals ap-
plie_d' to the existing physigal resources of society. The products
resu.ltiﬁg from pé‘rsona;l efforts and from the services of property are
valued in the market pféce, which leads some people to conclude that the
- product of our economic efforts becomes of value where it is sold.
Obviously a commodity or service without any market whatsoever has no
‘market value and would not therefore appear as part of the national in-
come, but thig consideration does not necessitate the geographic al-
location of the value of a product to its market place because its

-value is determined there. Nor is the market plaece determinable in such
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a complex economy as ours. It would seem that nther criteria are needed
for determining where the contributions to the national income are made.
A simple illustrati on might pérmit a clear understanding of the
problem involved. Let us assume that an indivi&ual residing in New Yerk

1s & man of considerable means and Wishes to make an investment. He
decides to invast his funds in the building of a plant in North (arolina
for the manufacture of men's clothing. Plant, equipment, and raw
materials are purchased with the fﬁnds provided by the New York investor
and are located in North Carolina. At the end of a Year's operation
- the net value of product of this particular plant might total $1~0,N00.
Let us assume that the entire net wvalue of'pro&uct:is distributed and
$80,000 goes £o the employees in the form of wages and salaries and the
other $20,000 to the absentee owner in New York who has provided the
necessary'capital. In an attempt te allocate the national income, or
the net value of preduct, by States en the basis of these facts, would
the entire.$lOQtQQO be credited te North Carolina or would only $39,000
be credited'to ﬁorth Carolina and $20,000 to New'Ybrk?

‘Obviously, the physical process of making the men's clothing out
of raw materials took-place in North Carolina. The capital equipment
consumed in their pro&uctibn was situated theré and the labor services
- of the North OCarelina residents were applied in that State. As to the
factors of production, labor's contribution was made in North Carolina,
but the capital contribut ion was made in New York if the situs of owner-
shiprmight be said to be the place of contribution, or in North Carolina
1f the actual iocation of the capital equipment is accepted as the place

- where the contribution was made.
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Perhaps further cﬁnsiderétionshmtld ®e given to the significance of
geographic areas. 1Is any parficubw~imPortance_to be attached to a geo~
graphic area as such; or is the important matter the persons witﬁin cOn-
finés of a gertain place, or more particularly, the residents of a territbny?
Seemingly a territory apart from its residents has limited significance .
and'allocation would be more friuitful with reference to the geographic
lecation ef‘individuals rather than territorial Boundaries as such. With
this in mind, the guestion arises, is there any point in determining the

net value of goods and services Aerived frem economic activities taxing

Placpdwithin'thé physical confines of‘North Carolina or any other State
when this net product is derived by residents ef other States as well as
®y residents of‘Nofth Carolina? This question has.more than mere academic
importance in these days when conflicting economic interests seem to be
arising ancw in different States and are manifesting themselves in trade
barriers ef one kind or ancther. Complaints to the effect that much of
what is "produced" in Southern States is taken away by Northern interests
who have "foreign'" claims upen it can best be analyzed by understanding
| all ef %he implications @f such statoments and by présenting appropriate
figures.

In view of these considerations it weuld seem more impoertant, if a
choice were neeessary, to allocate the net value of preduct by States on

the basis of such a concept as "the net value of product derived by

residents of a State from their labor and from the services of their pre-

perty, wherever located", rather than the concept of "the net value of

| _ | | and wealth
product derived from the resources of labor/empleyed in a State". The

former measure would, in the illustration used,_allqcate $28¢,000 to North

Carolina residents and $20,000 to New York residents, whereas the latter




- 14 -
measure would assign the entire $iOO,OOOFto North Carolina.. The results
of the former would be identical withLassigning the net value of prodret
to the,location'of the residence of the one méking'the contribﬁtion-tq
IproduCtiOn, assuming that the capital contribution is made at the situs
of the*ownei or investor. The estimate of net value éf produet derived
by ﬁhe residents of any one area will then be equal to the income for
éervices rendered which is received by or accrues to residents of tihe
area.

" If the person, as a contributor of his capital to production, is
the primary force rather than the.capital itself, then the "derived by"
concept is more significant. Dh the other hand, 1if the'actual cepital
equipment is regar@ed as the primary force, the "derived‘frdm” cdhcept
predominates. QCapital equipment accumulates through the investment and
savings process, the savings representing*an.abstenfionfrom consuming
all that is producedm By saving, indifiduals acquire goods orﬁclaims
thereto,and receive income for making the geods available for further
production, Without savings the capital equipment would not exist and
without the decision of the owner it would not be made available for
further production. Therefore, it is agreed, the contribution of capital
to production is the contribution of the owner and the'producf of its use
should be alloeated to the owner wherever he may be.

It shouldﬂnot be intimated that the acceptance of the measure of the

net value of product derived by individuals in a State as the more

L

important concept will satisfy everyone, for there are many persons who
Teel that mere. situs of ownership is irrelevant and incidental in the
matter of income produced. They claim that the contridbution of capital

made where the phyaical eapital is
is/located and that the yield of that centribution should be allocated



- 15 -
to the State where the assets are located and not to the State of residence
of the person possessing the claim to these assets. Further, it is pointed

out that the propesed measure of income _Q.pr_iired by individuals in a State

is not indicative of the productivity of labor and capital .residing in
that State. If the investors were to move about frequently from State to
State, there would be marked shifts in the figures whereas the goods and

services coming into being within each State might remain unchanged.

" If estimates were developed of the net value of product derived from
economic actli vity in each State, they are likely to be .interprete.d
in such & wa..,,f . that misunderstanding will increase. It is inevitable
that the State as such, and its residents as such, will be used inter-

L

changeably and the figures will be used as measuring the value of output

iyl ——

of these estimates to & per capita basis -, wnich is also inevitable, would
yield not only meaningless figures but ones whic h would be cempared with
per capita income received and would tend to further confusion and mis-

| interpfetation.

Perhaps a wrong impression is left after t his discussion. It is

not intended to imply that the "net value of product derived by" concept

i1s the only nne of importance and that no use whatsoever can be found

for measures ‘df "net value'of product derived from" each State, @f the

two conc‘ept's, which measure entirely differentt things, the former appeé.rs
to be the more impdrtant measure, The latter is useful but it must be
used with understanding, 1In tax studies, where the net value of product

is the proposed base of taxzation, such data would be most helpful, but

here again it should be noted that any overall cOmparison‘ of total receipts

- from taxes of all kinds with figures on the net value of product
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~derived from each State would be misleading,for taxes are usually based on
a variety of income concepts. If a‘geographic area were’of-ocoaomdc
importance as such, a measure of the output of the factors of production
actually applied there would be importaht .fbr determining tbe contribu-
tion of thet aree-(not'nf its residents as such) to the national economy.
States are entities primarily for administrative purposes and inherently
have limited econemic significance. The use of States as geogfephic divi—
sions for economic studies is determined lergelyiby practicai considera~
tions. The State income estimates for all concepts are thereby limited 1n
value but this limitation seems t0 reduce the value of the "ineome derived
from" estimates more than the ether measures,

I In all of this discussion, only income attributed to the services of
property have been given.SPecific consideration. The matter of the geo-
graphic allocation of net value of product might be further.confused by
the problems arising from interstate flow of wages and salaries. We may
examine another instance Which brings out this point more clearly. ILet us
assume that no one lives in the State of Delaware and that there are no
assets existing in that GState, land being disregerded as a factor of pro-
duction, as a simplifying assumption. ‘Individuals in Pennsylvania make
investments by purchasing maehinery and plant which is placed in the State
of‘Delamare andall individuals employed in this plant also reside in

| Pennsylania. The question is raised "Is any of the net'value.of*product
of this economic undertaking to be agsigned to the State of Delaware?

Here we are not only confronted with determining the allocation of
income resulting from the contribution of capital as a factor of production,

but also with the contribution by labor as a factor of prodﬁction. Should
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labor!s contribution to the production of goods and services be assigned
to the place where the effort is expended or where the laborer resides?
It seems that the only'logiCal conclusion which is consistent with the
suggested t reatment eof capital.would'necessitate assigning the net value
of product contributed by labor to the State of Pennsylvania in the

estimates of "income derived by the residents of a State" and to the

State of Delaware in the sstimates of "income derived from the#labor and
wealth employed in a State”., True, the contributor resides in Penn-
sylvania and makes hislcontribution in Delaware but the product of his
efforts is derived by a resident of'Pennsylvania. He can be 1ooked'updn
as a[persqn possessing a capacity to work. The person is a resident of
Pennsylvania and owns the capacity to work which capacity is applied in
Delaware.

In this particular example, the question might well be asked "Of
what use or importance or real meaning would figures be which measured

the net value of product derived from economic enterprise in the oState

of Delaware?1 Thsre are1no residents there and no income is received there.
No per capita income could be derived by dividing income by the number of
residents and that is usually looked upon as the first requisite step for
comparative purpo ses. This extreme example illustrates the need for
clearly defining and understanding different concepts and for properly

interpreting the various measures of income,

METHCDS. QF MEASUREMENT
- Many income items appear in a considerable number of different in-
come estimates and it 1s perhaps more.satisfactory to consider items

individually at this point rather than attempt to discuss methods of
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measurement for each inecome concept. .Alﬁhough.any'actual attempt to pre-
pare estimates will require a determinatibn of precise sources of data
and methods of estimation, the discussion here is in more general terms

and little detail is presented as to the limitations of source material,

Wages and Salaries

| Data on wages and salariles are becoming increasinglyabundant and
‘estimates for these items on a State basis can now;be preﬁared-with.a
considerable degree of accuracy for moét industrdes, The bésic data
are most satisfactory for the larger industries and generally the margin
of error increases with thédecreésing relat ive iﬁportance of the
industry. In 1935 the Bureau of the Census covefgd many neW'industries.
Pay rolls in covered industries dotalled more than 21 billion dollars
and accounted for more than 60 percent of the total wage and salary bill
of all industries in 193%5. In the noncovered industries a wide varie ty
of source material may be used for determining base period estimates,
including the 1938 Gensusés of Occupati on and Unemployment which permit
the development of estimaﬁes of employment by industriel groups for
April 1930. The limitations of the industrial classi fication of gain-
ful workers, however, favor the use of these figﬁres only if more_direct
employment and- pay-roll data are lacking.

Some of the sources.of data used by the Depértment of Commerce for
developing basic estimates and for determining annual or monthly changes
include various reports of the United States Offiée of Education,
interstate Commerce Commission, Buréau.of Mines, Bureau of Agricultural

Economics, Bureau of Labor Statistics, Federal and State banking
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authorities, State departments of labor and industry, some confidential
memo ra nda. tféﬁsmiﬁti&g special tabulations, and questionnaires for certain
industrial categories. ‘In:addition, estimates for specific States cduld
no'doubt be greatlyimprofed through the ﬁsé of State registration,
licensing, job placement, and administrative Bureaus. €14 age insurance
and unempleyment compensation.pay;roll data shou;d prove invaluable,

There is a rather difficult problem concerning the intefstate flow
of wages and salaries. Most data on wages andsalaris.are available from

the various industrial censuses on an establishment rather than a company

ksis and show the figurés for the State or locality where paymznts are
made.  FQr other industries, hoﬁever, the sowrce material'does not

provide direct figufes and the methods of estimati on yield figures on

tﬁe basis of the residence of the recipient._ For most of these industries
the 1939 Censuses of Occupations énd of Unemployment serve zaslajprimary
basks for geographic,allocation of employment, to Which average pay rates
from related series can be applied.

By and large, most wagés and salaries are received within the same
State where they are paid, but there afe certain areas where this
generalization definitely does not apply and the resulting per capita in-
comes (using the number of residents for deriving per capita figures) are in-
accurate, This 1is particularly true in the case of the District of
Columbia where aggreaﬁlnumber nf persons are emﬁloyed who live in Virginia
and Maryland. This.situation als§ exists around-New‘Yoﬁk City and
Philadelphia;' No doubt, there are more persons living outside New York
Citj and Philadelphia émployed within these cities than there are residents
of these cities employed in surrounding areas of other States.

This problem of imterstate payment of wages can be answered by making
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special studies of incoﬁe recipients through the method of mail or inter-
view questionnairesor-else of empléyerpayroll records in regard to the
residence1of'workers,' State tax statistics might shed some light on
- this problem, particularly where the law provides for separate reporting
| Sf eafningé_fromemployment in other States or where employers must
Ireport on pay rolls to individuals in other States. Perhaps an.analysis
of the wage records collécted under the State and Federal unemployment
compensation and old age insurance provisions, relating the address of
the recipient to the addreés of the employer might be very helpfulﬂ Of
course, such data would be needed only Where adjoining areas in 4dif-
fg;ent States lead to the crossing of State lines by a substéntial
number of individuals in their daily travei to and from their places of
employment. Traffic surveys of daily interstate travelers or data on
holders of licenses for the'use of cennecting bridges and tunnels should
prove enlightening. In addition to employees crossing State lines in
regular travel from home to place of employment, there is the matter of
firms which always have some.men travelling, whose checks are mailed to
them. 1In most industries, the pay'folls are:reported'at the location
of the plant. It is difficult to éﬁproximate the importance of this
factor but the various approaches suggested above might shed some light

on the matter.

LY

Entrepreneurial Income

'Statistical bases for developing estimates of entrepreneurial in-
comes are perhaps the least satisfactory of the available source

material for varlous items in the national income and would appear %o
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be at least equally barren fdr thenpurpose of studying State income.
Fortunately, for two .areas in which'enfrepreneurial incomes aré particular-
ly important;-namelyagiicultﬁre and professional ServiCes, which in
19371accounted for nearly'twohthirds_of this type of income, some direct
'informatién is available. The Bureau of Agricultural*Economics of the
Department of Agricﬁlture is now engaged iﬁ preparhag-income and
expenditure estimates for each ofthe various States. The 1939 and 1935
censuSes of agriculture provide much*primary material of wmlue. Iﬁ.
addition, the departments.of agriculture of many State governments and
uni?ersities have gathered considerable agricultural data which permit

the determination of fairly accurate net income figures. For many of the
professions the Department of Commerce has conducted questionnairs
surveys wiiich, while not entirely satisfactory for all States because

of the small samples, nevertheless provide some basis for the determina-
tion of the net incomes of individuals engaged in indep zndent professional
pradtice. For other indusfrﬁas, it may be necessary'to adopt general
assumptions, such as the net income of entrepreneurs being the same as

the average wages and salaries of employees in identical in&ustrﬂas.
Perhaps in the near future data on net income of uﬁincorporated enter—
prises will be collected by the Bureau of the Oensus or else field
surveys on income, such as the Consumer Purchases Study or the proposed
Minnesota Income Study, will have sufficient coverage to permit the
development of satisfactory éstimates of this item. Special tabulations
of individual income tax réturns to be made on the present Treasury-
Works Progress Administration project should provide valuable data.

It is proposed that business savings of unincorporated enterprises
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be disregarded in State estimates,.gssuming that the net income and no
mdré”nor less, is withdrawn by the'prqpfietor. In the first place the
national estimates of business savings of entrepre#aurs are highly
conjecturaland‘tﬁe.Staﬁﬁ figures woulld probably be even 1éss accurate.
Secdndly, frdm a- theoretical point cjf view, -t-heré- are arguments favor-
iﬁg the use Oflnet'income as withdrawals and regarding business savings
of entrepreneurs as ﬁil, as well as arguments favoring the break-down
of en.trepré_neurial net :‘inqome :'iri.to withdrawals and businéss- savings.
It is no doubt true that during periods of prosperity, assets are built
up by leaving savingé in.the bus iness while during periods of depression
assets are reduced by withdrawals in excess of net income. On the other
hand, it may be argued.fhat the entrepreneur and his enterprise afe
inseparable, that he withdraws all df;his net income, that during
prosperity the entrepreneur, in the role of an individﬁél, is making
new investﬁents in his business, and that during the depressions he is
compensating himself only to the extent of his net income, and that
additional amounts withdrawn represent disposition of assets by him as
an individual, ﬁimilar to the sale of securities by‘a stockholder. Ac~
cording to these arguments, savings of entrepreneurs are more closely
related to savings of individuals than to corporabé savings. The
- theoretical and practical difficulties involved in this problem are not
easily overcome and they are the subject of continuing thought and

analysis.
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Dividends and Interest

The estimation of dividends aﬁd interest brings to the fore not iny'the
problem concerning source ﬁaterial, buﬁ also the question of where they are to
be counted. in.the case of wages and salaries they were treated as being
recgived where paid; fhus assuming away the questioﬁ,of wheré they'shouid be
included. If we were to attempt to estimate the net value of products derived

from cﬁrtain.areas and the estimates were to be determined by first estimating

income paid out;and.then.adding corﬁorate savings, it would be necessary to
allocate_dividendsg interest, and corporate savings to the States where the
capital equipment was in exiétence. This would be an almost impossible taske
In the first place, data on net income, dividend.and interest payments, or
~corporate SaViﬁgS are not available for all States in accordance with the
location of the physical plantse The Sﬁéte'tabulation of corporation income
tax returns by ﬁhe Bureau df Internal Revenue  is by the States in which the
returns were filed, which is where the pfincipalplaqe of business or princi-
pal office of the corporation was locatede

There are many corporations which have plants throughout the éountry and
dividends and interest are paid from the place of incorporation or the
principal offices in one State. There are no estimates.available on the wvalue
of corporate assets located in the various States and even if such overall
or industrially classified figures could be had, they could be used for this
‘puxpose only by adopting many arbitrary assumptionses A partial solution lies
in.having figures on the value of corporate assets in each State for eackh
- company and even then it would be necessary to assume that for a company
engaged in many activities, the assets in each State contributed proportion—
ally to the net.product‘ Actually some products or processes are more profite
able than others and the assets of one corporation in different States are

frequently used for producing different productse Income tax returns under
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many States revenue laws provide for allocating the net income of inter—

state qorporations‘tg the particular State on the basis of one br more ltems,
such as-éssets, sales, and pay rolls. These allocations could be aCcepted if |
consiStent from State to State,-recognizing,‘ofrcourse,_the limitations
mentioned aboveg Not all States have income'taX'laws,_and in those States
which‘have such statutes, the definitions of net income and the bases for
allocating net income of interstéte corporations are not consistente |
Obviously, this is a very difficult problem,

On the other hand, if_the sugegested concqpt'of the net value of product
derived by individuals in.each.State is adopted, we can allocate at least
dividends and interest to the State of residence of the recipient with a fair
degree of accuracye. The problem of allocating corporate savings geographi.
cally is an almost impossible task undef any concepte 3Iven if we were to
sssume that corporate savings should be allocated geographically on the basis
of the location of the owner of the property, it would be unsatisfactory to
make this appdrtionment on the basis of dividends paild. Data on dividends
received by States are not availéble on the basis of in@ustrial source and the
relationship between corporate savings and dividends varies considerably from
industry to in&ustny. Also, dividends are certainly not a satisfactory Basis
for the allocation of corporate savings when savings afe negative and a great
number of corporations have paid no dividends. Certainly it .cannot be assumed
the stOCkholders in every State hold stock of the sdﬁe industrial distribution
hor that their dividend record-is uniformly favorable or unfa#orable from
State to State, Neither is it likely that positive or negative savings will
be digtributed geographically in accordance with the holdings of securities

on which dividends are paide These limitations make doubtful the possibility
of preparing estimates of the net value of products derived from each of the

various States, or derived by the residents of each of the various Statess
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.If dividehds-and interest are to beggtip&tedaccording to the location
.of the recipiéﬁt,'it is necessary to reéoft‘tothe use of data provided by
the'Bureau.of Internal Revenue in_its annﬁ?l}publication,'Statistics of
Incomes About 70 percent of the estimatgﬂ:total dividends flowing to
individuals directly or through insurance coﬁpaniesg building and loan associas
tions, savingslbanks and other organizations considered &s “aggregaﬁes of
individuals! are reported asreceiﬁed by individuals who submit Federal income
tax returns. Thé annual Statistics df Incéme present data on dividends
rebeived by individuals in each Staté and thus provide.a-basis for allocating
Ithis 70 percent by States.. -

For general purposes, it quld appéar that the other 30 percent of divi-
dends unaccounted for by income tax retﬁrﬁé, could be apportioned State by
State on the bésis of the geographic distribution of the 70 perceﬁt.l This
assumes tnat the indirect flow of dividends to individuals through the savings
organizations mentioned abovelwouid be in the same proportvion from State to
State as is the amount of_dividends reported by the higher income recipientse
It is likely that the error arising from this assumptiqn is not very large,
ﬁarticularly in relation to ﬁhe total income figures in each State and even in
felatibn to totalidividend'income. Insurance policies, savings bank accounts,
bullding and loan association depdsits and similar evidences of savings are
held by persons in both the higher inéome and the tax—exempted brackets and
with same exceptions, these holdings are.probably distributed in somewhat the
same way geographically as are‘holdings of securities by individualse In
Delaware these claims are probably less important relative to direct security
“holdings than for thg rest of the country énd,probably more lmportant,
relatively, in California.

There is an unaccounted residual presumably received by individuals whose

incomes fall below the level necessitating the submitting of income tax
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returns. There is no known way of even rationalizing as to whether or not |
thegeographic distribution df this amount is identical with. the geographic
distridbution of dividends received in the higher brackets. .Again, Delaware
would appear to be éu exception with a largér portion of dividends-received
in the upper income brackets than is likely for the country as a whole. The
errof in total per capita inpome by States woﬁld.probably be slight if.it were
assumed that the geographic distribution of this residual parallelled that of
the‘70 percent accounted for an incone taxfpurpose, For more sﬁécific puIr—
poses, this assumption might bé entirely untenablec

Consideyable further sfﬁdy of source material might permitv refinements
obviating the necessity of the assumption fhat dividends not accounted for in
Federal income tax returns aré disﬁributed geographically in the same manner
as those.so reported. If the magnitude of dividends received by the different
Nageregates of individuals! is determinable for the country as a whole, they
might be apportioned by States on the basis of legal reserves on insurance
outstanding iﬁ each State aﬁd on deposits in savings banksy building and loan
assbciations, and athér savings institutions. Intensive analysis of existing
déta should yield some information on the total dividend receipts of each of
these type organizaﬁions for the'United.States.

As to the dividends received by the individuals in the exempted brackets,
there are good prospects for fruitful analyses in the various State studies
now under way or already completed. In Wisconsin, the State recelves several
times as many individual income tax returns as are submitted by residents of
that State to the Federal Bureau of Internal Revenue. This is the result of a
lower exemption under the State law and different filing requirements, The
Wisconsin data should.provide_excellent material for analyzing the proportion
of reported dividends appearing at different income levels as well as the

relationship of dividends to other income items or to total income at the
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different income levels. Results of the Delaware income tax prdject, where
the tax returns of practically all income recipients of the State are being
tabulated for 1936, should.yield‘interesting evidence oh“thié problems Like-
wise, studies of the‘composition of incéme in.the'various incomé levels, as

‘reported in the Consumer Purchases Study and as will result from the

Minnesota Income Project should prove most helpfule

Estimates of interest received byindividuals in different States are
subject to a greater margiﬁ of efror than are the estimates of dividends
recelved, since the proportioh.df‘the estimated total interest paid to indivi-
duals and aggregates'of'individuals in the:United States.which.is reported on
Federal income tax returns of individuals, is-mudhjsmaller than that of
dividends. The Bureaﬁ of Internal Revenue reports taxable interest received
by individuals by States annually., Uhpublished.daté on tax exempt‘interest
received by individuals in the‘different Stateé is in the hands of the Bureau
of Internal Revenue, but there is some doubt as to its completeness in any one
year and in the consistency of coverage from year to year and from State to
States The aggregate of both.the tax.exempt_and the taxable interest receipts
as reported by individuals submitting Federal income tax retuﬁns‘accounts for
only about one~fourth to one-~third of‘the total estimated interest paid to
individuals and the aggregates of individuals in the years from 1929 through
1936 The assumption that the balance is.distributed geographically in.the
same proportion as the reported receipts is obviously subject to a substantial
-margin of error. It is.no’doubt true that a substantially larger segment of
total interest than of dividends flows to individugls through aggregates of
individuals rather than directly. Therefore = study of these savings organi~
zations, suggested above for dividends, is even more desirable for the interest
item, The_various State studies should also provide basic data upon which to

- base needed refinements in the estimates.
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- The only figures available on a geographic breakdown of rents are those
'repqrted by individuals on income tax returns. Pending a thorough revision
of the estimates ofhet‘rents now in progress by the Departmént of Commerce,
it is‘nOt possible at'this time to glve an accurate percentage which the rent
recelved by income tax reporters bears to total fent received by individuals
or agzregates of individualse .

Ag pointed out in discussing the theoretical aspects of allocating income
by geographical divisions, the problem of allocating corporate savings by
States is a very difficult one and does not appear to lend itself to satisfac-

tory treatment for gll States. However, where the State laws require data on

the value of assets located within the State these*figures.might be of some
value 1n an attempt to allocate savings te the State_where the physical plant
is locateds DJoth the dividends and corporate savings'of an interstate corpora~
tion might be allocated to a particular'State on the basis of the ratio of the
value of physical assets in that State to the value of total physical assets
of the corporations Agaih, it should be noted that this apportionment assumes
| uniformity of profitability or of contributiqn by assets froﬁ State to States

A satisfactory allocation requires a very detailed cost accounting system for
operations in each State for each corporation with plant and equipment in |
more than one dtate.

Ihere i1s a further question of a theoretical nature involved in the
problem of allocating corporate savings and this relates to the matter of
‘whether corporate savings should be assignedexclu%ively to fhe holders of
equlty capitale. If corporate savings are held to accrue exclusively to the
stockholders, then the suggested allocation could be made on the basis of the
geogfaphic distribution of the stock according to the residence of the stock-
holders, or on the basis of the location of the physical plant and equipment,

depending upon the concept adoptede There are some who believe that business



saving should not be considered as accruing to equity holders alones
Adherents fo'this point of view would state that if corporations were required
to pay out only what they produced and no mdre nor less, the share of the net
 product going to the different factprs of production would not be the same as
when savings are assigned to the stockholders. .In order to prepare estimates
of the net value of ﬁroductderivedgg_residentsof each State, business
Savings'wduld have to be allocated to some group oT groups to whom 1t is held
to accrues

It appears that whatever concépt is adnpﬁed, serious_limitationS'Will
attach to the allocation of income producéd by States because of the lack of
satisfactory data forailocating business savingse It would appear that an
attempt to‘allocate business savings on the basis of the residehce of the
equity holders ("income derived by" concept) would be more difficult and lead
to a greater degree of statistical error - than would the allocation of business
savings on the basis of the locaﬁion of the plant and equipment ("income
derived from" concept)s However, even the 1attgr approach cannot at this tine
be followed for all States, bﬁt only in those where State income tax laws

require data upon which the allocation can be baséd and even then the figures

will be subject to many limiting factorse
Work relief and direct relief payments can be apportioned by States without

2 great deal of difficulty although for the early part of the Federal

Emergency Relief programiand.for the period before 1933,. the distinction
between work relief wages and direct relief payments is not very clear and
some approximations are necessary in separating the two items. For other
labor income, particularly compensation for injuries, satisfactory reports are
available for some States and.iess suitable reports for most of the balancee
However, refinements must frequently be made because of the way in which self.

insurers are reported. Private pension payments are relatively minor in
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' importance. They should be allocated on the basis of the geographic‘ loc';a.t.;i_.on
of the recipients of the pensionse. The same practice should bé followed 1in
allocafingpensions fo. war -vetera,ns; | In b_oth pri{ra{;é pensions and compenSap
tion fpripjuries, the estimates df income received by in.dividuals should in-
clude actﬁél payments to individuals in each yéar, While'for' estimates of the
net vé.,lue of product, only the contributions of employers to these funds or
reserves in each year should be'included. Furthex_', if employees contribute
to plrivate pension plans, their contributions should not be considered as .

part of the wage and salary itém in the estimates of income received by
individualse ' '

There are many other items such as gifts, inheritances, insurance bene-

fits, and other interstate transactions, which were _féntioned earlier in the
paper as factors ln determiniilg the purchasing power of the citizens of any
particular area. There is practically no information available ‘today on the
flow of these transfer items from one Sltate to another and it would 'appe.ar
necessary to rely entirely on questions relating to thes’e items to be gathered
by sample surveys of. families, such as the Consumer Pur_chases Study and the
proposed income project of the liinnesota Resource's Commission which provides,
among other plans, for a field surveir of a sample of uﬂrban and rural families
in Minnesota. Not only would it be necessary to determine receipts from the
recipient, but it would be also necessary to have data on payments at their
soui‘ce. Perhaps, as the basis of a check, it Woﬁld be desirable to ask the
recipient not only how much he got in the form of a transfer of a certain type,
but also ask foi' the location of tHe one who made the gifte Also', the giver
could be agked about the situs of the recipient.,

No attempt has been made in discussing the method of measurement to explain
specifically the derivation of any pa.r"cicu.lar one of these items in any

particular industry. It is generally apparent that in the case of manufactur-
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ing, wages would be derived for alternate years from the Biennial Census of
Maﬂufacturgs, Obviously these data would have to be interpo1ated on tﬁe_basis
of indéxes of-payrolls_fOr the particuiar states There ére maﬁy'industriés,
howevér, Wﬁich are not coyered by censuses and to which relafed data would
have to be applied. Thus, in the case éf Watér transportatidn;'traffic data
might prove ﬁseful; or in the base ofldomestic servants, records of United
States_Employment Service as to placements, registrationtand starting wages
ﬁould be very helpful. For certain hénd trades, license bureéusxwithin.the
Stateé might provide very valuable information. There are innumerable other
sources which can be locatedland the degree of éccuracy attained will depend
in large measures on the industry and ingenuity of the estimator in ferreting
out direct data and in developing reasonable relationships with other series

when direct information is not available,

INCLUSIONS AND EXCLUSIONS

It might be well to summarize the ite.

ms which would appear in various

types of income measures, For estimatés of the net value of product or income
produced, the same items would be included as appear in the national income

figures, namely, wages, salaries, interest, dividends, entrepreneurial with- .

drawals, net rents and royalties, and business savingse. Also incorporated in

the estimates would be work relief wages and other labor income which to the
employers, represent part of the current wage bill.

For income paid out which is useful for measuring the relative compensa-—
fion to the different factors of production, only business savings would be

excluded from the items comprising the national income.

In estimates of income payments to individuals or what might be better

termed "incomes received by individuals", numerous other adjustments must be

mades For wages and salaries, all payroll deductions at source, namely those

items which are included in census and other pay-roll reports and which accrue
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to'indivi&uals but are not immediately received by individuals, should be
deducfed. These include social security.assessments on both the employer and
the employee, assuming that the ofiginal source data for salaries and wages
included these assessments. Also, contributions by both the empléyer and
employee to private pension systems or sick benefit associations, should be
deducted, also pr&vided they'ére included in the basic figures. All benefits
paid to individuals under.the unemploymant compensation and old age ilnsurance
provisions of the-State and.Federal Social Security,proviSions éhould.bé
addeds Also, payments from private pension fﬁnds to pensioners should be in-
cluded in this measure, I

In.the'estimates of income received, no change would be made in.the esti-
-mates df entrepreneurial income nor in net rénts as used in the inqome produc—
ed or income paid our seriés. Thus 1t is assumed that the entrepréneur
recelives only his net income from his business and no more or no lesse This
necessitates the further assumptibn that during hard times when the
entrepreneur "eats up" his business assets, he is disinvesfing just as the
wage earner uses his savings for procuring the means of livelihood or as the
securlty holder sells4his security for the same purpose.

However, for dividends and interest, it would appear desirable, %o
substifute income actually received by individuals from the "aggregates of
individuals® for the dividend and interest income flowing to "aggregatss of
+indivi&uals". In other words, dividends and interest received by savings
banks, insurance companies, building and loan associations and other colléo-
tive savings institutions would be deducted from the estimates of dividends
and. interest used in the income produced and paid out series and in their
place actual disbursements by these institutions to depositors or policy

holders would be substituted, not however including those disbursements which
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represent a return of capitale. It is this latter differentiation which makes
such.alcdrrection almost impossible until more information is available on the
flow of funds through aggregates of individualse. Of course it might be sug-
gested that for these institutions, such as 1life insurance cOmpanies, the net
of.benefits over premiums should be includeds This, however, means including
funds from the 1i¢uidation of assets and to be consistent it would be
neceSSary to include nét withdraﬁals from.savings~accounts, net receipts from
the sale and purchase of'aésets,-and related items, the inclusion of which is
very,questionable, as stated earlier in this PAPET,

In the present national income and income paid out series it is presumed
that dividends and interest received by the aggregates of individuals.are in
furn, tnough not immediately, paid'to individualse It iskapparent that, in_-
the case of an insurance coﬁpany, the actual payments to individuai benefici-
aries for death claims, annuities, or on any other basis, do not in the aggre—
*gate represent as much as the original premiums plus all_the dividends and
interest recei#ed.by the insurance company. The diiference represents loading
charges. Presumably, the insurance company pays out to indiﬁiduals all that
the iﬁdividuals have paid.in, plus the dividends and interest received by the
lnsurance company, and further, that the individual pays back part of his
receipts to the insurance company for the investment and insurance services
which that company rendered to hime Or, looking at it in another Ways WE
lmight say that only part of the original premium represents an investment and
the other part represents g payment to the'insurance.company for services
rendered. Insurance benefits then represent a repayment of that part of
premiums which represented anlinvestment plus returns on that investment. The
loadings charges are like paynments for any other services, l.6s, doctors bills

or theatrical admissions, and appear in part in the wages, salaries, and other

final income payments by the insurance company. It does not appear possible
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to apportion the two-way flow of funds between insursnce companies and
individuals as'betWeen the portion fepresenting loading‘chargés, the portion
'rapresenting investment or disinvestment, and the portion represénting returns
on ipvestment.

Of course, there are gradations which others might care to adopt and which
might result in the inclusion or exclusion of only some of the items listed
aboves It isparticulariy'imporfant to emphaéize again that the items to be
included or excluded in estimates of income received will depené.in large

measure on the uses to which the estimates are to be put and that one concept

will not serve all purposess

INTERPREZATION OF STATE INCOME ESTIMATES

There are so many qualifications attaching to the meaning of State income
figuresgs and statistical limitations involved in their estimation ﬁhat one
might, a2t first blush, question.the reward for fthe long and tedious effort re-
guired in their preparation. On the other hand the various useS'and.purﬁoses
outlined in the firstdsection of this paper will in large part be satisfied
by'the estimates which.can.be developed, especially if the user is aware of
the factors essential to proper interpretation. -

While the States are not sultable économic'units, nevertheless they are,
singly or.in ZTOUPS, firsf approximations to broad economic entitiess AS
administrative units for tax purposes, enactment of laws of an economic
| nature, and related matters, they are not entirely barren of economic
importances The income measures will in themselves reveal the industrial
structure of the various States and will permit combinations of States of a
more or less homogeneous nature and comparisons of like and unlike Statese
While geographic divisions with more significant economic boundaries would be
desirable, a breakdown of income by States will bey in itself, a step in that

directione
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?érhaps the most important single matter to be considered in interpreting
the estimates is the difference existing between different areas and groups
in'livingfstandards and costs. The first impulse of the layman will be to
view a higher per cnpita income in one State than anothér as indicative of a
proportionately higher standard'of.living.i_ln this respect it is necessary to
point out a few of the limiting factors in the use'of per capita or total
income figures for comparative purposes, Living costs vary from one area to
another and within one area from one community or part of a communify to
another and account must be taken of these price differentials.

Still more'important is the fant that certain goods and services.which
make up part of the consumption pattern in one area are entirely absent in.
another area, Attendance at legitimate theaters, meals in restaurants, heat-
ing equlpment in every home, and similar items aré more or less regular types
of consumption in any large northern city but sre largely absent in a southern
_rural community. The same variatiOns in consumption exiets within States from
urban to rural areas and even within cities from prosperous to slum arease 1t
is extremely difficult to derive a formula for converting incomes to a common
denominator which would permit precise comparisons for welfare purposese
Therefore the figures themselves must stand largely as they are and qualitative
factors be congldered in their interpretatione

These factors include differences among States between the rurban and rural
population as well as the color and racial composition of the population. The
urban—rural breakdoﬁn should encompass size-~ofwcommunity classifications for
the urban residents and the proximity of the rural residents to larger communi-~
tiese Climatic conditions are importnnt in determining differences in fuel,
housing, clothing, and even food requirementse Other elements for considera-
tion include the pattern of the size distribution of income:; the scope of

services performed by governmental units: economic activities performed within
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the home or on a purely cooperatiVe basis; differences in age distribution
and in the employable proportion of the population; variations in the skill,
education and energy of the.Workers; availability of natural resources; and
other matters of more or_less importance.
In the derivation of per oapito figures, tne Bureau of the Census esti-
magtes ofupopulaﬁion can be used but the allocation of persons is not always
oonSistent Wiﬁh the ollocation of income. This igs obviously ﬁruefor esti—

mates of income derived from a State, but it is also true of income receivede

As-previously noted, many persons work in one State and are counted by the
Census‘reside in another State and, unless the income figures can be shifted
over to the State of residence, or vice versus, the per capitas are in error.
A significannt portion of the pay-roll in the District of Columbia
should be shifted to Virginia and Maryland. On the other'handotheré snould be
some adjustments in population figures for1tranoients. When a large group of
transiont workers enter a State for work during the hartvest season, they are
for the time being both residents and income recipientse Data for such adjust-
ments are not readily available, Then there is the further question of large
property income recipients who maintain residences in several Stafes and whose
property lncome is assigned to the place where their income tax return is
filede This plaoe may or may not be the same as the residence reported to the
Census Buresie

There are other problems which may arise in the mind of the reader but‘
~these will serve to further illustrate the need for careful consideration of
the limitations of State income estimates. It is not the purpose of this paper
to provide answers as much as to raise questions which will bring forth further
thinking on these matters and lead to quantitative investigations relating to

the more significant problems,
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